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According to the official statistics agency (Instituto Nacional de Estadisticas y Censos, INEC),
monthly inflation climbed nearly a full percentage point in August compared with July.
Nevertheless, annual inflation is still running substantially below 1993. As a result, Ecuador's
monetary authorities recently decided to ease government controls over interest rates and eliminate
controls over the foreign exchange rate to provide production incentives to the private sector.
On Sep. 1, INEC reported that the consumer price index (CPI) reached 1.5% in August, representing
nearly a full percentage point jump compared with July, when monthly inflation had dropped to
just 0.6%. Notwithstanding the hike in prices in August, inflation still remains moderate compared
with the first four months of 1994. From January-April, monthly inflation averaged about 3%. But
in May, the CPI dropped to just 1.38%, and in June it remained at about the same rate, reaching
1.52%. Thus, monthly inflation has averaged about 1.25% in the May-June period, less than half the
average monthly rate registered during the first four months of the year. As a result, the government
is confidant it will achieve its goal of 20% annual inflation by year-end 1994.
Accumulated inflation for the first eight months of the year is now 17.6%, making the government's
year-end target difficult but not impossible to reach. Even if the CPI surpasses the 20% mark,
however, the annual inflation rate will still remain substantially below 1993, when inflation reached
31%. Since President Sixto Duran Ballen took office in mid-1992, his government has maintained
strict fiscal and monetary policies to lower the budget deficit. As a result, last year annual inflation
plummeted to just half the rate registered in 1992, when the CPI had climbed above 60%.
Meanwhile, moderate monthly inflation since May has encouraged authorities to ease monetary
policies to provide incentives for producers. In early August, the country's monetary control board
(Junta Monetaria) decided to lower the percentage of cash reserves that the government requires
private banks to retain, which should permit a drop in interest rates. The previous cash reserve
rate varied depending on the type of deposit, with cash reserve requirements ranging from 8% for
savings accounts to as high as 25% for other types of deposits. Under the new regulations, the cash
reserve rates will be unified into one single rate for all deposits, and fixed at 12%. As a result, the
control board expects the drop in cash reserve requirements to pull interest rates down from about
50% at present to between 30% and 35%.
In addition, in late August the government decided to remove controls over the foreign exchange
rate to allow supply and demand to determine the value of local currency.
Until the beginning of 1994, the central bank artificially imposed an exchange ceiling of 2,000 sucres
per US$1.00 on all private banks and currency exchange houses (casas de cambio) as part of its
efforts to lower inflation. In March, the government lifted controls on the exchange rate for private
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financial institutions, which drove the unofficial rate up to 2,243 sucres per US$1.00 by mid-August,
but the central bank continued to artificially maintain the official exchange at 2,000 sucres per US
$1.00. Under the government's new policy, the central bank will now set the official exchange rate on
a daily basis, based on the average rate registered among the country's private banks and financial
institutions.
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